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Frequent references are made throughout the Digest to variously numbered 
Congresses. Each Congress lasts for two years and has two sessions—one for 
each year. The following list of Congresses shows the corresponding years:
101st Congress — 1989-1990 
102nd Congress — 1991-1992 
103rd Congress — 1993-1994 
104th Congress — 1995-1996 
105th Congress — 1997-1998
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Legislation to clarify the definition of “independent contractor” for federal tax 
purposes introduced in the U.S. Senate and House of Representatives includes 
recommendations made by the AICPA. The legislation (S. 460 and H.R. 1145) 
also includes provisions to make health insurance deductions for the self- 
employed 100% deductible and restores the home-office deduction by rolling 
back the U.S. Supreme Court Soliman decision. The AICPA supports both of 
these provisions in S. 460 and H.R. 1145.
A variety of tax proposals are being considered by Congress as part of the 
debate over the fiscal year 1998 budget. Congress and the Clinton 
Administration are struggling to put together a budget package to balance the 
budget and, perhaps, also provide tax cuts. The AICPA has previously 
supported a number of the proposals—for example, a capital gains tax cut, 
expanded IRA eligibility, and estate tax reforms.
President Clinton included a provision in his fiscal year 1998 budget to ease the 
current estate tax bite. Numerous bills introduced this year to ease the estate 
tax law reflect broad Congressional interest in providing estate tax relief. The 
AICPA supports changes to the law that facilitate passage of property, 
especially family-owned businesses, by business owners to their children.
The AICPA has updated and reissued its “Tax Complexity Index,” which is 
designed to enable lawmakers and others to measure the degree of complexity 
contained in any tax proposal under consideration. The Institute also 
submitted to the National Commission on Restructuring the IRS a 
comprehensive set of recommendations for simplifying the tax system.
The AICPA has testified at three of the hearings conducted by the National 
Commission on Restructuring the IRS. Most recently, the Institute presented 
its overall recommendations for the restructuring of the IRS. The Institute’s 
focus is on improving the present structure rather than on dismantling it. The 
Commission is expected to submit its report to Congress by the end of June 
1997.
On March 19, 1997, a Republican push for workplace flexibility resulted in 
House passage of a bill (H.R. 1) to ensure private sector workers the same sort 
of scheduling flexibility now enjoyed by government employees. The Senate 
Labor Committee has approved a workplace flexibility bill. However, 
President Clinton has threatened to veto both bills unless they adequately 
protect employees from coercion by employers. The AICPA strongly 
supports the legislation. While it applies primarily to hourly workers, a 
provision in the Senate version addresses the partial-day leave problem 
encountered by professional employees.
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National Commission 
on Retirement Policy
ERISA Audit 
Requirements
Federal Credit Union 
Audit Requirements
Early this year the Center for Strategic and International Studies (CSIS) formed 
the National Commission on Retirement Policy. Formation of the 
Commission followed the January 6, 1997, release of the Advisory Council on 
Social Security’s long-awaited report about future funding of the Social 
Security system, which recommended three competing strategies for 
investment of some Social Security funds in the stock market. According to 
CSIS, the Commission will produce “a legislative blueprint for a national 
retirement policy that will enable the United States to meet the fiscal 
challenges of the 21st century.” The bipartisan Commission is co-chaired by 
four members of Congress and two private sector representatives. Among the 
other 16 members of the Commission is AICPA member David M. Walker. 
The AICPA is forming a task force to begin a study of Social Security similar 
to the study issued last year by the Institute on alternative tax systems.
Elimination of the limited-scope audits of employee benefit plans presently 
allowed by the Employee Retirement Income Security Act of 1974 will again 
figure in Congress’s battle to improve the security of U.S. pension plans. Two 
pension reform bills introduced this Congress contain such provisions and, on 
March 31, 1997, President Clinton stressed the importance of full-scope audits 
of pension plans. The AICPA has advocated full-scope audits since 1978 and 
continues to push Congress to pass legislation to repeal limited-scope audits.
The AICPA is seeking the introduction of legislation to supersede a final rule 
adopted by the National Credit Union Administration which allows non- 
licensed persons to audit a federal credit union’s financial information and 
internal controls.
Comptroller General 
Vacancy
The AICPA is advocating the appointment of a CPA with strong management 
skills to the vacant post of Comptroller General of the United States.
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Issue:
Why It's
Important to CPAs:
Background:
Recent Action:
Independent Contractor Clarification
Should Congress clarify the standards used to determine whether individuals 
are employees or independent contractors?
The rules concerning who is or is not an independent contractor for federal tax 
purposes are confusing and make it difficult for businesses to comply. CPAs, 
as business and tax advisors and as employers themselves, regularly confront 
the question of whether a worker should be classified as an employee or as an 
independent contractor.
The Department of the Treasury has testified that the 20-factor test historically 
used by the IRS to classify workers is confusing and “...does not yield clear, 
consistent, or even satisfactory answers, and reasonable persons may differ as to 
the correct classification.”
The depth of concern regarding this problem is illustrated by the fact that the 
2,000 delegates to the 1995 White House Conference on Small Business chose 
as their top priority the need to clarify how workers are classified for federal 
tax purposes. The economic ramifications of reclassification of a worker from 
an independent contractor to an employee are significant. Employers are liable 
for the payroll taxes the IRS stipulates should have been paid in prior years and 
the worker frequently faces disallowance of a portion of his or her business 
expenses. Both parties are also liable for interest and penalties.
A bill simplifying the classification of workers (S. 460), which includes several 
elements recommended by the AICPA, was introduced on March 18, 1997, by 
Senator Christopher Bond (R-MO). The bill establishes a safe harbor for 
employers classifying workers as independent contractors when either of the 
two following criteria are met:
• a worker demonstrates economic and workplace independence by meeting a 
set of stipulated criteria, and a written agreement exists between the parties; 
or
• a worker conducts business through a corporation or limited liability 
company, the worker does not receive benefits from the service recipient, 
and a written agreement exists between the parties.
Employers also must report to the IRS payments of more than $600 annually 
to an independent contractor and issue Forms 1099, in order to qualify for the 
safe harbor.
Under S. 460, reclassifications upheld by a court will apply prospectively only, 
as long as the service recipient and independent contractor have a written 
agreement, the reporting requirements were met and there was a reasonable 
basis for believing that the worker is an independent contractor.
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S. 460 also increases the deductibility of health insurance for the self-employed 
to 100% beginning in 1997 and liberalizes the home-office deduction which was 
severely restricted by the 1993 U.S. Supreme Court Soliman decision.
In the House of Representatives, Rep. James Talent (R-MO) has introduced a 
companion bill to S. 460; it is H.R. 1145.
AICPA Position: The AICPA supports simplifying the worker classification rules. Some of the 
components of the Institute’s legislative proposal, which was developed in
1996, are included in S. 460. The AICPA believes that the independent 
contractor clarification provisions in S. 460 are an improvement over an earlier 
version of the bill and is in the process of analyzing the ramifications of the 
proposal. The Institute supports the sections of S. 460 that increase the health 
insurance deduction for self-employed individuals and that restore the home- 
office deduction.
Jurisdiction: House Ways and Means. Senate Finance.
AICPA Staff Contacts: Gerald W. Padwe - Vice President, Taxation 202/434-9226
Edward S. Karl - Director, Taxation 202/434-9228
Lisa A. Winton - Technical Manager, Taxation 202/434-9234
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Tax Provisions Being Considered as 
Part of Fiscal Year 1998 Budget
Issue: Should the 1998 budget bill include tax reform provisions?
Why It's
Important to CPAs:
CPAs have a stake in whether Congress enacts these tax provisions because 
some of the provisions would add still more complexity to the nation’s tax 
system, while others are contrary to established business practices.
Background: Last year, Republicans and Democrats clashed over whether tax cuts (such as a 
reduction in the capital gains tax, establishment of expanded IRAs and a family 
tax credit) should be included in the fiscal year 1997 budget. The 104th
Congress adjourned without Congress resolving its tax-cut battle, but with the 
election behind them, leaders in both parties pledged to deliver a balanced 
budget and tax cuts to the voters.
Recent Action: In February 1997, President Clinton sent to Congress a budget package that 
includes a number of tax proposals. GOP Congressional leaders have not 
introduced a budget proposal, but several GOP-sponsored bills represent 
Republicans’ tax agenda. Listed below are some of the proposals that are likely 
to be considered during the budget debate:
• Capital gains tax cut—Republicans want to slash the current capital gains 
tax rate in half for the sale of stock, property and other assets and to index 
certain gains for inflation. They also want taxpayers to be able to deduct 
losses from home sales, just as they can now deduct regular capital losses. 
President Clinton’s budget, on the other hand, offers an exclusion of up to 
$500,000 on the sale of a principal residence ($250,000 for single taxpayers). 
The AICPA testified last Congress that the capital gains tax needs to be cut.
• Child tax credit—The President’s budget proposal and GOP non-budget 
proposals include similar child tax credits, although the Republican 
proposal is more generous. Republicans support a nonrefundable tax credit 
of $500 for each child under the age of 18 with a $110,000 adjusted gross 
income (AGI) phaseout threshold for joint returns and $75,000 for single or 
head of household returns; the credit would be effective beginning in 1996. 
President Clinton’s proposal provides a $300 credit for each dependent child 
under age 13 for 1997-99, rising to $500 after that; the credit phases out for 
AGIs between $60,000 and $75,000. During the last Congress, the AICPA 
opposed similar family tax credit proposals because of complexity.
• Expanded IRA eligibility—Both Democrats and Republicans support 
expanded eligibility for Individual Retirement Accounts (IRAs) and 
liberalization of withdrawal rules. The AICPA has, in the past, supported 
broadening limits and hardship withdrawals.
• IRA-Plus Accounts—IRA-Plus Accounts are the latest version of the back- 
loaded IRAs rolled out last Congress by Republicans under the name of 
“American Dream Savings Accounts.” President Clinton’s budget also 
includes back-loaded IRAs known as Special IRAs. The AICPA supported
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Jurisdiction:
AICPA Staff Contacts:
back-loaded IRAs during the 104th Congress because they expand 
retirement savings options in a relatively simple manner.
• Tax incentives for education—President Clinton’s budget includes the Hope 
Scholarship tuition tax credit and an education and job training tax 
deduction. The Hope Scholarship tuition tax credit would provide a 
nonrefundable credit of up to $1,500 per student per year allowable for the 
first two years of post-secondary education in a degree or certificate 
program. The maximum credit amount would be phased out for modified 
AGI on a joint return between $80,000 and $100,000. The education and 
job training deduction is an above-the-line deduction for qualified higher 
education expenses paid during the year, in the annual amount of $5,000 for 
1997 and 1998, and $10,000 thereafter. The maximum deduction does not 
vary with the number of students in the family, but for each eligible student 
the taxpayer must choose annually between the deduction and the tuition 
tax credit. The Republicans do not have similar proposals.
• Estate tax relief—See page 7.
• Home-office deduction—See page 4.
• Health-care deduction for the self-employed—See page 4.
• Indexing of basis—The GOP proposal would institute indexing basis of 
certain assets for inflation for determining gain, but not loss. There is no 
similar Democrat proposal. The AICPA opposed an earlier version of this 
because of its complexity; this revised proposal is an improvement, but it is 
still complex.
• Conversion of “large” C corporations to S corporation status—The AICPA 
is on record opposing President Clinton’s proposal to make conversion of a 
C corporation to an S corporation a taxable event for corporations with a 
value of $5 million or more at the time of the conversion.
• Repeal lower of cost or market inventory accounting—President Clinton 
has again proposed elimination of lower of cost or market adjustments to 
FIFO inventories; the AICPA strongly opposes repeal of the LCM 
inventory method.
• Require “average cost” method for securities, instead of FIFO or specific 
identification—President Clinton’s budget includes a provision to require 
taxpayers to use the “average cost” method when selling part of a block of 
substantially identical securities.
House Ways and Means. Senate Finance.
Gerald W. Padwe - Vice President, Taxation 202/434-9226
William R. Stromsem - Director, Taxation 202/434-9227
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Relief from Transfer Taxation for 
Family Businesses
Issue: Should Congress reform the estate tax laws for the transfer of family-owned 
businesses from one generation to another?
Why It's
Important to CPAs:
In serving their clients, CPAs regularly encounter the problems current law 
poses to family business owners in shifting ownership to other family 
members. Particularly vexing are the complex rules governing the valuation of 
a business (Chapter 14 of the Internal Revenue Code). Chapter 14 is intended 
to prevent business owners from undervaluing assets in order to escape transfer 
taxes, but the tax rates it imposes when the business is passed to succeeding 
generations are confiscatory and its rules are far too complicated for businesses 
with assets under $5 million.
Background: Family businesses are extremely important to the American economy. There 
are approximately ten to twelve million private businesses. These businesses 
account for approximately 50% of the U.S. gross national product and 65% of 
the wages paid. Typically, they are small and mid-size businesses. However, 
even some of the largest companies in the Fortune 500 are family-owned and 
family-controlled. Unfortunately, family-owned businesses have an alarming 
failure rate. There are a number of reasons for business failures, including 
family dynamics, death or disability of the founder, competition, and 
financing. But one of the major concerns is the transfer tax cost of passing the 
ownership of the business to succeeding generations. This cost results from 
estate, gift, and generation-skipping transfer taxes.
The highest marginal rate for these taxes is between 55% and 60%, and the 
AICPA believes they are confiscatory and should be changed. The basis of 
taxation is the fair market of the property being transferred. For the family 
business, the property is the deceased owner’s share of the business itself.
These taxes cause a tremendous financial strain on the company. The 
surviving owners may pay a tax of up to 60% of the fair market value of the 
share of the property being transferred. The survivors must take out loans or 
use current earnings from the business to pay the tax bill. Moreover, the 
timing cannot possibly be worse, as the payment of this tax is caused by the 
death of a key owner. Therefore, a change in management occurs at the same 
time that the tax liability arises.
Recent Action: Numerous bills have been introduced in the House and Senate this Congress to 
change the estate tax law. The proposals range from Republican bills to 
abolish the estate tax to President Clinton’s plan to modify the installment 
provisions in section 6166. President Clinton’s proposal would increase the 
amount of value in a closely held business that would be eligible for the special 
low interest rate from $1,000,000 to $2,500,000. The interest rate would be 
reduced even further under the President’s proposal.
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AICPA Position:
Jurisdiction:
AICPA Staff Contacts:
The AICPA supports changes to the law to allow middle-class Americans to 
freely pass property, especially family-owned businesses, to their heirs. The
Institute proposed changes that would lighten the transfer tax burden on 
America’s family businesses, simplify our current law, and provide for more 
equitable treatment of taxpayers. For example, the Institute recommended a 
safe harbor rate of return for valuing retained interests in a business when the 
older generation transfers equity to the younger generation.
House Ways and Means. Senate Finance.
Gerald W. Padwe - Vice President, Taxation 202/434-9226
Eileen R. Sherr - Technical Manager, Taxation 202/434-9256
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Tax Simplification
Issue:
Why It's
Important to CPAs:
Background:
Recent Action:
AICPA Position:
Can federal tax laws and regulations be simplified?
The tax law has become so complex it is in danger of eroding our system of 
voluntary tax compliance. Taxpayers and tax practitioners are increasingly 
frustrated with the burden of trying to understand and comply with the law.
In addition, the IRS finds it increasingly difficult to administer the law.
U.S. tax law has become so complex as a result of lawmakers using it as a 
means of implementing social policies and striving to make the tax system fair. 
Complexity is also added by numerous anti-abuse provisions in the Internal 
Revenue Code and regulations. Congress also has a record of attempting to 
simplify the tax system. During the 102nd Congress, President Bush twice 
vetoed (for other reasons) legislation that contained many tax simplification 
provisions. In the 103rd Congress, a tax simplification package passed the U.S. 
House of Representatives, but was not considered by the Senate. Congress has 
scored some incremental victories, however. During the 103rd Congress, a 
budget bill signed into law by President Clinton included new rules concerning 
the amortization of intangible assets that simplified this area of the law. Also 
signed into law in 1996 were provisions to simplify certain S corporation 
requirements and to simplify pension reporting requirements for small 
business. And, it is taxpayers’ continuing frustration with tax complexity that 
keeps alive the debate in Congress about whether there should be fundamental 
restructuring of the nation’s tax system. (See pages 11 and 15.)
No tax simplification measures have yet been introduced in this Congress. 
However, the Clinton Administration has just released a tax simplification 
package for consideration.
Historically, the AICPA has been the most outspoken champion of tax 
simplification. This year, knowing that simplification is a major focus of the 
work of the National Commission on Restructuring the Internal Revenue 
Service and perceiving a receptive mood in Congress for simplification, the 
AICPA seized an opportunity to advance its campaign for tax simplification.
In April 1997, the AICPA released a package of proposed tax simplification 
recommendations to the National Commission on Restructuring the IRS, 
members of Congressional tax writing committees, and U.S. Department of 
Treasury and IRS officials.
The Institute’s tax simplification recommendations about how the Internal 
Revenue Code could be simplified builds on previous tax simplification 
suggestions made to Congress and also offers new suggestions. The 
recommendations span issues affecting individuals, small businesses, employee 
benefits, trusts, estates and gifts, corporations and shareholders, financial 
services and products, and international taxation.
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The AICPA used its tax Complexity Index in developing the tax simplification 
package. The Institute updated and reissued the Index this year. The Index is 
designed to enable lawmakers and others to measure the degree of 
complexity—and, therefore, the potential for taxpayer confusion—contained in 
any tax proposal under consideration.
The AICPA believes that it is essential to simplify the tax code in order to 
preserve our voluntary compliance tax system. As a consequence, the AICPA 
has supported all the Congressional tax simplification efforts mentioned above 
and has offered Congress specific recommendations. During 1989 and 1990, 
the AICPA identified areas in existing tax law in need of simplification and 
worked with Congress and the Treasury to implement simplification 
proposals. In 1993, the AICPA submitted a proposal to Congress and the 
Treasury Department to significantly reform the alternative minimum tax. 
When the AICPA weighed into the debate in 1995 on the tax provisions in the 
Contract with America, it emphasized the need for simplicity. Last Congress, 
the AICPA’s testimony before Congress on President Clinton’s tax proposals 
focused on the complexity of a number of the provisions and offered simplified 
alternatives.
Jurisdiction:
AICPA Staff Contacts:
House Ways and Means. Senate Finance.
Gerald W. Padwe - Vice President, Taxation 202/434-9226 
Carol B. Ferguson - Technical Manager, Taxation 202/434-9243
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Why Created:
Purpose:
National Commission
on Restructuring the IRS
The National Commission on Restructuring the Internal Revenue Service 
began its review of the IRS last year. In creating the Commission, the 
Congress stated, “While the budget for the Internal Revenue Service...has risen 
from $2.5 billion in fiscal year 1979 to $7.3 billion in fiscal year 1996, tax 
returns processing has not become significantly faster, tax collection rates have 
not significantly increased, and the accuracy and timeliness of taxpayer 
assistance has not significantly improved.” Congress also cited frustration with 
the status of the IRS’s Tax Systems Modernization program as a reason for 
establishing the Commission. Congress charged the Commission with 
reviewing the IRS’s organizational structure and infrastructure, its paper 
processing and return processing activities, and its collection process, as well as 
whether the IRS could be “replaced with a quasi-governmental agency....”
The Commission’s Statement of Objectives describes the work of the 
Commission as “assessing, analyzing and recommending positive reforms to 
the federal government’s tax administration and collection system.” The 
Statement says the “Commission’s efforts will be focused on ways of creating a 
more efficient system and structure that eases the burden of compliance and 
protects basic rights for the taxpayer, while ensuring that the Internal Revenue 
Service collects the proper amount of taxes.”
In order to accomplish its mission, the Commission identified six “core issues” 
in its Statement. They are:
• The U.S. Taxpayer Deserves High Quality, Courteous Service from the 
IRS—“The Commission will focus on efforts that ensure superior service. 
This foundational issue will involved investigating the current and potential 
implementation of quality control programs and a review of resource 
allocation between service centers, regional offices, district offices, and the 
central headquarters. Taxpayer services will be examined...In addition, the 
Commission will review the role of the taxpayer advocate and examine the 
compliance function of the IRS to ensure the appropriate professional 
treatment of the taxpayer by examination and collections.”
• The Commission Must Look at the Current Management and Governance 
Structure of the Agency—“The question will be asked: ‘Does the current 
management and governance structure allow for long-term planning and 
implementation of high quality, responsive services and programs at the 
IRS?”’
•  T he W ork  Force at the IRS Should Be of the H ighest Q uality—“T he 
Commission must review current hiring and evaluation practices at the IRS 
to ensure that a high-caliber work force is in place...Within this core issue, 
the Commission will examine whether privatization of certain IRS 
functions would better serve the taxpayer.”
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Action:
AICPA Position:
Structure:
AICPA Staff Contacts:
• The IRS Should Employ State-of-the-Art Technology at the IRS—“So that 
its strategic objectives can be met, the IRS’s Tax Systems Modernization 
must be aligned with a focus on quality customer service.”
• Making the IRS an Institution which the U.S. Taxpayer Knows Is 
Financially Accountable—“The Commission will review the annual audit 
process and the budget process for the IRS. In addition, the issue of the tax 
gap—revenue owed but not collected—will be addressed.”
• Addressing the Complexity of Tax Administration—“Within this core issue 
the Commission will examine the extent to which Congress itself, through 
laws that are overly complex, adds to the difficulty of tax administration.”
To date, the Commission has heard testimony from a wide array of witnesses; 
among those testifying were IRS Commissioner Margaret Richardson, former 
IRS Commissioners, staff of the IRS, General Accounting Office and 
Congressional Research Service staff, management consultants, academicians, 
and representatives from the large accounting firms and the corporate world. 
The Commission is expected to conclude its hearing schedule around the end 
of April and to issue its report to Congress by the end of June.
The AICPA has testified at three of the hearings—on tax law complexity, on 
taxpayer rights, and on overall recommendations for the restructuring of the 
IRS. The Institute’s recommendations focus on improving the present 
structure of the IRS, rather than on dismantling it. The Institute has also 
submitted to the Commission a comprehensive set of recommendations for 
simplifying the tax system.
The Commission is co-chaired by Senator Bob Kerrey (D-NE) and Rep. Rob 
Portman (R-OH). J. Fred Kubik, an AICPA member from Kansas (and a 
recipient of the Institute’s Arthur J. Dixon Award), is one of seventeen 
members serving on the Commission. The IRS Commissioner also serves as an 
ex-officio member. The Commission’s deputy chief of staff and senior policy 
adviser for tax administration is Anita Horn, who was previously a technical 
manager for the AICPA.
Gerald W. Padwe - Vice President, Taxation 202/434-9226
Jean E. Trompeter - Technical Manager, Taxation 202/434-9279
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Issue:
Why It's
Important to CPAs:
Background:
Recent Action:
AICPA Position:
Preserving an Effective IRS__________
Can the IRS do its job with significant budget reductions?
For CPAs who engage in a tax practice, there is an obvious and direct link 
between their work and the IRS. However, the accounting profession’s 
interest in the level of funding for the IRS is broader and founded on the fact 
that America’s tax system is based on voluntary compliance. Any actions that 
undercut taxpayers’ confidence in the system negatively affect the ability of the 
IRS to carry out its mission to collect tax dollars in an evenhanded manner.
Congressional scrutinization of IRS operations occurs annually as part of the 
appropriations process, and Congress’s frustration with the IRS has grown 
steadily. In 1995, Congress approved the formation of a bipartisan National 
Commission on Restructuring the IRS to make recommendations for 
improving IRS’s effectiveness while making the IRS less intrusive in taxpayers’ 
lives. The Commission began its review of the IRS in 1996 (see page 11).
Still dissatisfied, and citing perennial problems with IRS management practices, 
intrusive audit practices and disturbed about the status of the Service’s 
computer modernization project, House Republican leaders in 1996 pushed an 
11% reduction in the IRS’s budget through the House. Such deep cuts would 
result in reduced taxpayer services, Secretary of Treasury Rubin warned 
Congress. Negotiations between the Administration and Congressional GOP 
leaders at the end of the 104th Congress resulted in a less severe cut in the IRS’s 
budget than anticipated. Included in the omnibus fiscal year 1997 spending bill 
enacted into law was $7.2 billion for the IRS—$600 million more than what the 
House approved and $300 million more than what the Senate Appropriations 
panel approved. However, it’s about $150 million less than what the Service 
got in fiscal year 1996 and follows a $300 million cut in the fiscal year 1995 
budget.
The budget President Clinton submitted to Congress in February 1997 for 
fiscal year 1998 includes $7.37 billion for IRS operations, plus $500 million to 
fund future computer modernization efforts. The House Ways and Means 
Oversight Subcommittee held a hearing on March 18, 1997, on the IRS’s 
budget request, at which the AICPA testified. In its testimony, the Institute 
urged Congress to provide IRS with sufficient funding to perform its mission.
The AICPA is no apologist for the IRS, having aggressively criticized the IRS 
when appropriate, such as with the widespread application of financial status 
audit procedures.
However, the AICPA has long been concerned that insufficient IRS budget 
allocations would weaken the Service, rather than streamline it, and that if the 
level of service declines, public confidence will be eroded. The AICPA 
historically has argued in testimony to Congress that adequate funding is
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essential if the IRS is to fulfill its mission. In 1986, as a result of this concern, 
the Institute helped fund a study of the IRS financing process entitled Who 
Should Pay For Collecting Taxes by C. Eugene Steuerle. In the introduction to 
the study, Mr. Steuerle stated, “The Agency’s ability to perform its mission 
ultimately depends upon the sufficiency of its funding.” His statement aptly 
summarizes the Institute’s position.
Last year, the AICPA testified to the National Commission on Restructuring 
the IRS about the burdens imposed on taxpayers and the IRS by complexity in 
the tax system; the AICPA also has submitted a set of simplification 
recommendations to the Commission.
Jurisdiction:
AlCPA Staff Contacts:
The Institute will also continue to support and assist lawmakers in developing 
good “Taxpayer Bill of Rights” proposals to curb occasional excessive IRS 
practices.
House Appropriations. Senate Appropriations.
Gerald W. Padwe - Vice President, Taxation 202/434-9226
William R. Stromsem - Director, Taxation 202/434-9227
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Alternative Tax Systems
Issue: Should Congress replace the current income tax system with an alternative tax 
system such as a flat tax or consumption tax?
Why It's
Important to CPAs:
If an alternative tax system were adopted, it would have significant impact on 
the economy. Most, if not all, market segments, businesses, and industries 
would be affected, including CPA tax practice.
Background: The complexity of the current law has raised questions about the law’s basic 
fairness and caused some lawmakers to rethink the entire tax structure. During 
the last Congress, both flat tax and consumption tax proposals were 
introduced. How each type of tax works is described below.
Flat Tax:
A flat tax system imposes a single rate of tax on the tax base. It treats all 
taxpayers the same, whether similarly situated or not. It is generally 
recognized that a flat tax underestimates the many different elements that go 
into a tax system. Such a system is viewed by many as disruptive to the 
economy and unfair to many taxpayers. The flat tax alternatives advanced in 
the 104th Congress were promoted as “simple” tax systems that offer a flat rate 
of tax imposed on a tax base that is significantly broadened through offering 
fewer deductions and exclusions than are presently available. The inclusion of 
each deduction or exclusion adds complexity.
A 1995 staff report by the Joint Committee on Taxation (JCT) cautioned that 
replacing the current federal income tax with a flat-rate tax may not result in 
either a simple tax code or an equitable economic impact. The JCT report 
highlights longstanding difficulties associated with a flat tax. For example, 
business tax filing would remain complex because decisions still would be 
required about which assets are depreciable, and under what method, which 
assets qualify for expensing, the basis of assets, the extent to which interest on 
debt is deductible, and which employee benefits are qualifying tax exempt 
benefits and which are taxable compensation. As for individuals, the report 
concluded that—because only 21.1 million taxpayers out of 107 million 
individual returns claimed one or more of the deductions for mortgage interest, 
state and local taxes, and charitable contributions—eliminating itemized 
deductions under a flat tax will not benefit the majority of Americans.
Consumption Tax:
Basically defined, a consumption tax is imposed on the consumption of goods 
and services, rather than on income or savings. The four basic forms of 
consumption taxes are:
• retail sales tax, which imposes a tax on the consumer for sales of broad 
categories of commodities or services at the point of sale;
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Recent Action:
AICPA Position:
Jurisdiction:
AICPA Staff Contacts:
• credit-invoice value added tax (VAT), which is imposed on the value added 
to a particular commodity by businesses engaged in the various stages of the 
manufacturing process;
• sales-subtraction VAT, in which the tax base is calculated by the business by 
reporting all taxable sales and deducting all taxable purchases and is imposed 
on value added in each accounting period, rather than by transaction; and
• individual consumption tax, which is a consumption-based income tax 
system under which taxes are collected from individuals rather than 
businesses. Savings and investment are exempt from taxation under an 
individual consumption tax.
A consumption tax could be imposed on top of existing taxes or as a substitute 
for part or all of other taxes (payroll, corporate, or individual).
Debate about tax system restructuring continues this Congress, although no 
major changes are expected. To date, no alternative tax bills have been 
introduced.
In 1996, John Wiley & Sons published the AICPA’s comprehensive analysis of 
the main proposed alternatives to the current federal income tax system. 
Entitled Changing America's Tax System: A Guide to the Debate, it is designed to 
help financial professionals begin to understand how an overhaul of the U.S. 
income tax system could affect their economic lives, their businesses, and their 
personal finances. A consumer version, America's Tax Revolution: How It Will 
Affect You, also published by Wiley, provides all Americans with a personal 
perspective on the debate.
While the AICPA study of flat taxes and consumption taxes is neither an 
AICPA endorsement of any particular proposal, nor a policy statement by the 
CPA profession favoring one alternative over another, neither is it a defense of 
the status quo. The current system clearly is too complex. The Institute’s 
study emphasizes the significant results (many unintended) that could occur if 
reform is not undertaken in a deliberate and thoughtful manner. It was widely 
distributed to Congress and other key policy makers.
House Ways and Means. Senate Finance.
Gerald W. Padwe - Vice President, Taxation 202/434-9226
Carol B. Ferguson - Technical Manager, Taxation 202/434-9243
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Workload Problems for CPAs 
Caused by TRA ’86
Issue:
Why It's
Important to CPAs:
Background:
Should Congress modify the tax law to ease the workload imbalance that the 
accounting profession is experiencing as a result of the Tax Reform Act of 1986 
(TRA '86) and the switch from fiscal years to calendar years for certain 
business entities?
TRA '86 required trusts, partnerships, S corporations and personal service 
corporations (PSCs) to adopt a calendar year-end. In 1987, thanks to the 
efforts of thousands of CPAs, the calendar-year requirement was relaxed with 
the enactment of Internal Revenue Code section 444, which permitted 
partnerships, S corporations and PSCs to retain, and allowed new entities to 
elect, fiscal year-ends. While many of these businesses retained their fiscal year- 
ends, most did not. The shift of so many clients to calendar years, when 
combined with the heightened complexity caused by TRA '86, resulted in a 
tremendous shift of the work performed by CPAs to the first four months of 
the year. Further, the workload of CPAs and their employees became 
unacceptably light for the remaining months of the year. This phenomenon, 
referred to by CPAs as “workload compression,” has ramifications not only for 
CPAs in tax practice, but also those performing audit work. Final audit 
reports are ordinarily due within ninety days after a client’s year-end. The 
calendar-year-end requirement has also proved damaging to small businesses 
whose natural and calendar year-ends do not coincide.
In 1992, Congress twice passed an AICPA proposal to further relax the 
calendar-year-end requirement as part of large tax bills that were vetoed by 
President Bush. The proposal would have allowed all partnerships,
S corporations, and PSCs to elect any fiscal year-end, so long as a deposit were 
made by the business. This deposit requirement was designed to ensure the 
proposal’s revenue neutrality. In 1993, when President Clinton proposed 
increasing personal tax rates, the AICPA recognized that its legislative proposal 
would become unworkable and asked Congress to stop considering it.
Enactment of the Omnibus Budget Reconciliation Act of 1993 made the 
workload situation even worse. The law raised the top individual tax rate to 
39.6%, which in turn increased the deposit (from 32% to 40.6%) required under 
section 444 to be paid by companies that still use fiscal years. Many companies 
are unwilling to pay such a large deposit and have now shifted to calendar 
years.
Last Congress, Rep. Clay Shaw (R-FL) introduced the workload compression 
proposal developed by the AICPA. For revenue neutrality purposes, the bill 
would have linked any fiscal year election for a partnership or S corporation 
with a requirement that the electing entity make estimated tax payments to the 
government on behalf of its owners. For most entities, the projected rate was 
34%. For those with average i ncome per owner of at least $250,000 (whose 
owners are most likely, themselves, to be in the 39.6% bracket) the estimated 
tax rate was 39.6%. The owners would have taken credit for the estimated tax
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paid on the next 1040 form filed. Finally, the bill provided a de minimis rule. 
Those electing businesses with a tax liability of less than $5,000 on the defined 
income of the business would not have been required to make estimated 
payments. Partnerships and S corporations remaining on a calendar year 
would not have been subject to this requirement. The bill was included in the 
House’s 1995 revenue reconciliation bill, but a negative revenue estimate from 
the Joint Tax Committee caused it to be dropped during the conference 
committee’s negotiations. Alternative proposals developed by the AICPA and 
Rep. Shaw also received negative revenue scores from the Joint Tax Committee 
last year.
Recent Action: Congress has been negative about the possibility of enacting workload 
compression relief. The lack of support for change is based on cost. Our bill 
last year was scored as losing a few hundred million dollars over seven years 
(very small by federal budget standards, but a severe loss nonetheless).
However, with 1996 legislation making it much easier to elect S corporation 
status, and with new “check-the-box” regulations making it easier to be taxed as 
a partnership, we have been told that our bill would be scored, today, as a 
larger revenue loser.
AICPA Position: Despite all the hard work that the Institute has invested in correcting the 
workload compression problem, and given the discouraging signals from 
Capitol Hill, there is little likelihood that a bill will be advanced. Accordingly, 
this issue is not a high priority.
Jurisdiction: House Ways and Means. Senate Finance.
AICPA Staff Contacts: Gerald W. Padwe - Vice President, Taxation 202/434-9226
J. Thomas Higginbotham - Vice President, Congressional and Political Affairs 
202/434-9205
James S. Clark, Jr. - Technical Manager, Taxation 202/434-9229
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Issue:
Why It's
Important to CPAs:
Background:
Recent Action:
Should the 1938 Fair Labor Standards Act (FLSA) be re-written to reflect the 
realities of the contemporary family/workplace environment without 
jeopardizing worker protections?
How the FLSA is interpreted by the Department of Labor (DOL) is important 
to CPAs because it impacts the management of their practice, as well as how 
many of their clients conduct their businesses. Accountants and certain of 
their employees are “exempt” from the FLSA under the Act’s professional 
exemption provision but do not have a specific exemption such as lawyers, 
doctors, or teachers. “Junior-level” accountants and CPAs early in their career, 
depending on the work they actually perform, may, in some cases, be 
considered by the federal government, under highly complex and confusing 
FLSA regulations and conflicting court cases, to be hourly employees.
Removal of the professional exemption entitles those employees to seek 
compensation for all the “overtime” worked during the past two years.
The FLSA was enacted by Congress in 1938 to protect hourly employees; 
under the FLSA employers are required to pay a minimum wage per hour and 
also to pay overtime for any hours over 40 worked in a pay period, unless they 
are exempt. Exempted from the law by Congress were executive,
administrative, and professional employees. However, recent interpretations 
of the regulations implementing the FLSA by DOL personnel and the courts 
have eroded the exemption for professionals. Courts have held that pay 
docking for salaried professionals violates the FLSA, even though many 
employees view as a benefit the ability to take unpaid leave to meet family 
obligations.
Republican leaders in the last Congress started a push to amend the FLSA so 
that hourly, private sector employees could choose between overtime pay and 
extra time off when they work more than 40 hours in a given week; federal 
government employees already have this option. Last Congress’s House-passed 
bill stalled in the face of President Clinton’s threatened veto and labor’s 
opposition. The opposition stemmed from fears that employees’ rights would 
be undercut and that employers would coerce employees into taking paid time 
off (compensatory “comp” time) instead of cash. Heavy workloads, in turn, 
then would make it hard for workers to use the time off they’ve “banked.”
GOP Congressional leaders this Congress targeted FLSA reform as a top 
priority. In the House, H.R. 1 passed on a mostly party-line vote on March 19. 
It is similar to the bill the House passed last Congress. It allows private sector, 
hourly employees to choose comp time through written agreements with their 
employers. The bill includes the following employee protections:
1) Employers must pay cash wages for any unused accrued time at year’s end;
2) Employers who coerce employees into choosing comp time instead of 
overtime wages are liable to the employee for double damages; 3) Employees 
can withdraw from a comp time arrangement at any time and can request cash
Application of Wage and Hour Laws
to Professional Employees__________
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payment for accrued, unused comp time at any time; and 4) All enforcement 
remedies apply to an employer failing to pay wages for accrued comp time or 
refusing to allow an employee to use accrued comp time. In the Senate, the 
Labor Committee has finished work on a bill similar to H.R. 1 that also 
addresses the paydocking issue. Opponents continue to argue, much as they 
did in the last Congress, that the bills would put workers at a serious 
disadvantage. President Clinton has again threatened to veto such legislation, 
unless it sufficiently protects employees from employer coercion.
AICPA Position: The AICPA supports the comp time bills, although they are primarily aimed at 
hourly “nonexempt” workers. (CPAs are generally classified under
Department of Labor rules as “exempt” professionals.) However, the AICPA 
strongly endorses the Senate bill because it is particularly helpful in that it 
addresses the partial-day leave problem for professionals. The AICPA is 
actively working with a wide cross-section of companies, professional groups, 
and associations in urging Congress to update the labor laws more dramatically 
to make it easier to interpret labor laws for professionals, including CPAs. 
Unfortunately, Congressional leaders have chosen to limit the scope of the bills 
to help ensure their passage, thereby precluding broader changes supported by 
the AICPA and others from being part of H.R. 1 and S. 4.
Jurisdiction: House Education and the Workforce. Senate Labor and Human Resources.
AICPA Staff Contacts: J. Thomas Higginbotham - Vice President, Congressional and Political Affairs 
202/434-9205
Lisa M. Dinackus - Manager, Congressional and Political Affairs 202/434-9276
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Why Created:
Social Security 
Advisory Council 
Report Issued:
National Commission
on Retirement Policy_______________
The National Commission on Retirement Policy was formed early this year by 
the Center for Strategic and International Studies (CSIS).
“The product of the Commission’s efforts will be a legislative blueprint for a 
national retirement policy that will enable the United States to meet the fiscal 
challenges of the 21st century,” according to CSIS. The Commission will hold 
a series of public forums, roundtable discussions and hearings to educate the 
public about the urgency of solving the problems that the country must 
surmount in order to ensure a secure retirement for workers who will retire 
after the year 2000.
The formation of the National Commission on Retirement Policy follows the 
release of a study on January 6, 1997, by the Advisory Council on Social 
Security, which was appointed by Secretary of Health and Human Services 
Donna E. Shalala. The report is a result of more than two years of study about 
how the Social Security system should be funded in order to guarantee benefits 
for retiring Baby Boomers. The current pay-as-you-go system will not be able 
to support the retired Baby Boom generation. In 1955, 8.6 workers supported 
every Social Security recipient; in 1995, there were 3.3 workers for each Social 
Security recipient and by 2040 there will be only two. In an effort to provide 
better returns than are presently received from the investment of the monies in 
U.S. Treasury securities, the report by the Social Security Advisory Council 
includes three competing recommendations, all of which would invest some 
portion of funds in the stock market. The fact that the members of the 
Advisory Council could not agree on a single recommendation reflects the lack 
of public consensus on this issue and signals a heated debate ahead.
CSIS cites, with supporting evidence, the following as “economic time bombs” 
that threaten the security of Americans’ retirement:
• America’s population is aging—By 2040, 25% of all Americans will be age 
65 or older. The increasing longevity of Americans and a declining 
birthrate, which means a smaller workforce, will squeeze federal 
entitlement programs, such as Social Security, for the elderly.
• Too many benefits have been promised—Entitlement programs’ bite out of 
the national budget is growing and now accounts for nearly half of federal 
outlays. U.S. government projections show that entitlements, plus interest 
on the national debt, will exceed all government revenues by 2030, if the 
current rate of federal spending continues.
• Our savings rate is too low—Americans need to save more to fund their 
retirement. The U.S. savings rate is down from 11.3% in 1965 to 2.7% in 
1993.
21 A I CPA D ig e s t o f W ashington issues
Purpose:
Action:
Structure:
AICPA Staff Contacts:
The Commission formed by CSIS will look beyond the problems posed by the 
structure of the Social Security system to the “overall magnitude of the 
challenges to retirement security,” CSIS stated. “We enter this debate,” CSIS 
said, “with no preconceived notions as to an outcome of the Commission’s 
recommendations. While some policy makers and entities bring parochial 
views and narrow objectives to this debate, CSIS will look at the future of 
retirement in its totality. Others limit their study to remedies for Social 
Security’s insolvency, how tax reform might bolster savings, or other related 
issues. The CSIS approach is panoramic, inclusive and aimed at policy impact,” 
it stated.
At the same time that the Commission on Retirement Policy is examining 
America’s looming retirement crisis, Congress also is holding hearings. The 
House Ways and Means Subcommittee on Social Security began a series of 
hearings on the future of Social Security in early March. The Senate Special 
Committee on Aging held a hearing on March 6, 1997, to review the major 
problems confronting public and private retirement programs.
The AICPA Tax Division is forming a task force to begin a study of Social 
Security similar to the study issued last year by the Institute on alternative tax 
systems.
The Commission is co-chaired by four members of Congress and two private 
sector representatives. Sixteen other business leaders and public policy experts 
are members of the Commission, including AICPA member David M. Walker. 
The four members of Congress who are co-chairs are Senators Judd Gregg 
(R-NH) and John Breaux (D-LA) and Congressmen Jim Kolbe (R-AZ) and 
Charles W. Stenholm (R-TX); the two private sector co-chairs are Donald B. 
Marron, chairman and CEO, Paine Webber Group, Inc., and Dr. Charles A. 
Sanders, retired chairman and CEO, Glaxo, Inc.
Gerald W. Padwe - Vice President, Taxation 202/434-9226
Edward S. Karl - Director, Taxation 202/434-9228
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ERISA Audit Requirements
Issue: Should audit requirements under the Employee Retirement Income Security
Act of 1974 (ERISA) be changed?
Why It's
Important to CPAs:
Under ERISA, plan administrators under certain conditions can instruct 
independent accountants not to audit assets held by certain government 
regulated entities, such as banks. Such audits are known as limited-scope 
audits. At present, this authority is exercised in about half of the required 
ERISA audits.
Background: The Department of Labor’s (DOL) Office of Inspector General (OIG) issued 
three reports concerning independent audits of private pension plans from 
1987-89. In December 1987, based on a review of information of selected 
ERISA plans, the DOL OIG identified some audit and reporting deficiencies.
In the second report, issued in the spring of 1989, the DOL OIG advocated 
stricter standards and expanded responsibilities for independent accountants 
and questioned the adequacy of audit reports. The report also questioned the 
adequacy of the DOL’s oversight of pension plan assets and said that an 
unknown portion of those assets may be at risk. The third report, released in 
November 1989, found some of the audits reviewed did not comply with one 
or more auditing standards.
In April 1992, a General Accounting Office (GAO) report was released 
recommending several changes in pension plan audits including:
• requiring full-scope audits;
• requiring auditors to report fraud and serious ERISA violations promptly to 
the DOL if plan administrators do not do so; and
• requiring auditors to participate in a peer review program.
More recently, the DOL completed a study of the quality of 1992 plan-year 
audits, which had similar findings to its earlier study.
Legislation was introduced in the 102nd, 103rd, and 104th Congress that would 
have implemented recommendations made in the GAO’s 1992 report noted 
above, including the repeal of the limited scope audit. However, strong 
opposition from employer groups stalled the bill. The groups objected to a 
variety of provisions including repeal of the limited-scope audit, a requirement 
that plan administrators and accountants report violations to the Secretary of 
Labor, and w hat the groups described as the  “unrealistically tigh t reporting  
deadlines” for reporting violations. During the final days of the 104th 
Congress, an amendment to repeal limited-scope audits passed the Senate as 
part of the Federal Aviation Administration (FAA) Reauthorization Act. 
However, House and Senate conferees dropped the amendment because of
23 AICPA D ig e s t o f W ash ing ton issues
opposition from the business community, which argued that full-scope audits 
would dramatically increase audit costs. The AICPA strongly disagrees with 
the business community on this point.
Recent Action:
AICPA Position:
Jurisdiction:
AICPA Staff Contacts:
Two pension reform bills introduced in Congress this year (H.R. 83 and S. 14) 
contain provisions that would eliminate the limited-scope audit of employee 
benefit plans. Additional pension reform bills are likely to be introduced and 
to include a provision to eliminate limited-scope audits. On March 31, 1997, 
President Clinton, in a public statement about improving pension security, 
stressed the importance of full-scope audits of pension plans.
The AICPA, having been an advocate of full-scope audits since 1978, continues 
to push for Congress to repeal limited-scope audits. The AICPA and DOL 
also are collaborating to continue improvement of ERISA audits. A jointly 
produced video is being distributed to CPA firms and state CPA societies.
Last Congress, the Institute supported a broad bill that included provisions that 
would have repealed the limited-scope audit. Immediately following the Senate 
adoption of the amendment to the FAA bill, the AICPA wrote each of the 
House and Senate conferees urging that the amendment be included in the final 
bill. The Institute also called on its Federal Key Persons to lobby the conferees 
to retain the language.
House Economic and Educational Opportunities. Senate Labor and Human 
Resources.
J. Thomas Higginbotham - Vice President, Congressional and Political Affairs 
202/434-9205
Ian A. MacKay - Director, Professional Standards and Services 202/434-9253
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Federal Credit Union
Audit Requirements
Issue: Should external audits of federally insured credit unions be conducted by non- 
licensed persons?
Why It's
Important to CPAs:
The National Credit Union Administration (NCUA) adopted a final rule, 
effective December 31, 1996, that would allow non-licensed persons to audit a 
federal credit union’s financial information and internal controls using NCUA 
standards tied to GAAS. This is in direct contravention of most state 
accountancy statutes. The NCUA has asserted that the Federal Credit Union 
Act preempts state accountancy statutes.
Background: The Federal Credit Union Act lacks clear objectives and standards for audits 
and external auditors. Section 115 of the Act says only that each federal credit 
union’s “supervisory committee shall make or cause to be made an annual 
audit.” NCUA rules require—in substance, though not in form—a full audit of 
financial statements.
Recent Action:
In its 1991 report on the safety and soundness of credit unions, the GAO 
recommended that “credit unions above a minimum size should be required to 
obtain annual independent certified public accountant audits and to make 
annual management reports on internal controls and compliance with laws and 
regulations.” In April 1993, the NCUA itself proposed requiring credit unions 
with more than $50 million in assets to obtain annual independent audits of 
their financial statements. Besides citing the GAO report in the preamble to its 
proposed rule, the NCUA said that the requirement was necessary because of 
the increasing complexity of credit unions’ financial statements. However, 
following overwhelming negative reactions from credit unions about the costs 
of independent audits, the proposal was abandoned.
AICPA’s staff has corresponded and has met with NCUA’s staff to express the 
Institute’s concerns about the final rule. The NCUA’s position is that the 
NCUA rule does not require opinion audits and that its rule preempts state 
licensing statutes.
AICPA Position: The AICPA strongly opposes these aspects of the NCUA’s final rule. We also 
disagree with NCUA’s position that its rule does not require a full audit of 
financial statements, and that its rule preempts state accountancy licensing 
statutes.
Allowing non-licensed individuals to perform external audits at federally 
insured credit unions threatens the safety and soundness of the National Credit 
Union Share Insurance Fund. In addition, the NCUA’s rule will harm the 
public interest by legitimizing work that is inadequate, lacks uniformity, and is 
void of definitive standards.
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Jurisdiction:
AICPA Staff Contacts:
The AICPA is seeking federal legislation that would do several things. First, it 
would require each federal credit union to: prepare financial statements in 
accordance with GAAP and to have an independent audit performed by an 
independent licensed accountant in accordance with GAAS; prepare an annual 
written assertion about the effectiveness of the credit union’s internal controls 
over financial reporting; obtain an attestation report from the independent 
licensed accountant regarding management’s report on internal controls; and 
prepare an annual written assertion about the credit union’s compliance with 
specified laws and regulations. Second, it would exempt “small” credit unions 
as the NCUA may prescribe by regulation. This is an effective way to 
recognize that the costs of independent reporting may exceed the benefits for 
some smaller credit unions. Third, it would specifically require credit unions 
to engage only those external persons who meet applicable state licensing 
requirements.
These requirements are similar to those that already apply to federally insured 
banks and savings institutions under current law.
House Banking. Senate Banking.
James F. Green - Technical Manager, Professional Standards and Services 
202/434-9269
Brian D. Cooney - Director, Congressional and Political Affairs 202/434-9218
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Regulation of Derivatives
Issue: How should publicly-traded companies disclose their use of derivatives?
Should the accounting treatment of derivatives be determined by the 
government or by the private sector?
Why It's
Important to CPAs:
The accounting profession has no direct stake in the question of whether 
derivatives should be federally regulated. It’s the related issue of who will set 
accounting standards that is important to CPAs.
Background: The massive losses in Orange County, California, which caused the County to 
declare bankruptcy and which were tied to derivative instruments, caused 
public policy makers to step up their scrutiny of who is using derivatives, how 
they are being used and whether federal regulation is required to protect the 
soundness of our financial system. Concern was further heightened by the 
dramatic $ 1 billion derivatives loss that brought down Barings PLC of Great 
Britain. (Derivatives are generally used to manage risk; their value is derived 
from an underlying asset, such as stocks, interest rates, commodities, and 
foreign currencies.) In 1994, the General Accounting Office (GAO) released a 
report advocating federal regulation of all major derivatives dealers. In
October 1994, the Financial Accounting Standards Board (FASB) issued a rule 
(Statement 119) requiring all types of entities to disclose more information 
about amounts, nature and terms of certain derivatives.
The AICPA entered the public discussion in June 1994 when it issued six 
common-sense questions for boards of directors to ask about their organiza­
tions’ activities in derivatives. The questions were developed by the AICPA in 
the public interest as a starting point for a necessary dialog among all decision­
makers in organizations that use derivatives. The questions build on the 
corporate governance aspects of two key reports on derivatives—a study by the 
Group of Thirty (an international financial policy organization) and the GAO 
report.
In December 1994, the AICPA published the first reference guide to current 
auditing and accounting literature on derivatives. The guide describes existing 
literature and related projects underway by FASB and the AICPA’s
Accounting Standards Executive Committee. It was distributed to the media, 
federal regulatory agencies, and other business and financial organizations.
In 1995, the Senate Banking Committee held hearings to examine the Orange 
County financial crisis. At the hearing, witnesses and most Senate Banking 
Committee members expressed confidence that federal regulators have enough 
legal authority to regulate derivatives. The chairman of the Senate Banking 
Committee concluded after the hearings that federal legislation to regulate 
derivatives was not needed then. Accounting standards for derivatives received 
limited attention during the hearings. The House also did not act to regulate 
derivatives during the last Congress, although a bill was introduced in the 
House that included language to establish accounting guidelines for derivatives 
activities.
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Recent Action:
AICPA Position:
Jurisdiction:
AICPA Staff Contacts:
In late 1996, the GAO released another report on derivatives calling for further 
improvements in the risk-management, internal control and corporate- 
governance systems of derivatives dealers and users. The GAO also said that 
“serious shortcomings in accounting standards continue to be exposed as 
entities experience major losses from market-sensitive financial instruments, 
with seemingly little warning.” The GAO recommended the adoption of 
comprehensive market-value accounting as the solution.
On January 28, 1997, the Securities and Exchange Commission (SEC) adopted 
rules to require companies to expand disclosure of their derivative accounting 
policies and to provide new disclosure on the market risks for derivatives they 
hold. The new SEC risk disclosure rules require both qualitative and 
quantitative evaluation of any material risks to the company and will be phased 
in beginning in 1998. The FASB also has issued an Exposure Draft for a 
proposed “Statement” of accounting principles for derivatives that would 
require all derivatives to be reported as assets and liabilities and measured at fair 
value. The Senate Banking Committee held an oversight hearing on March 4, 
1997, on the SEC’s rules and the FASB proposal.
The AICPA opposed the language in the House bill last Congress that would 
have granted federal agencies the authority to set accounting standards. The 
Institute argued that the private sector should retain the responsibility for 
setting these standards. The AICPA testified at a FASB hearing in November 
1996 in support of requiring the measurement of all derivatives at fair market 
value and recording them in the balance sheet as an asset or liability.
House Banking. House Commerce. Senate Banking.
J. Thomas Higginbotham - Vice President, Congressional and Political Affairs 
202/434-9205
James F. Green - Technical Manager, Professional Standards and Services 
202/434-9269
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Pension Reform
Issue: Do workers get adequate information about the financial condition of their 
pension plans from the disclosures required by the Employee Retirement 
Income Security Act of 1974 (ERISA)?
Why It's
Important to CPAs:
Central to the accounting profession’s mission is ensuring meaningful financial 
reporting to help protect the investing public. With this mission in mind, the 
AICPA issued a set of proposals aimed at providing greater disclosure of 
information so that American workers are adequately informed about one of 
their most important investments—their pensions.
Background: The collapse of large companies in some of America’s major industries has 
focused the national media spotlight on how those collapses have affected 
workers, and in particular their pensions. Related horror stories of shattered 
dreams and reduced circumstances are told. However, despite the media 
attention and the personal identification that all workers can feel with those 
who have had their pension income cut, many Americans do not know the 
condition of their pension or how to find out. Furthermore, if they were to 
undertake the task of assessing the financial health of their pension plan, they 
would discover some of the critical information necessary to do the analysis is 
not routinely provided.
On April 29, 1993, the AICPA called on the U.S. Congress and Department of 
Labor (DOL) to adopt its recommendations, which would ensure greater 
disclosure to help Americans find out what their pensions will be when they 
retire, whether their pensions are fully funded, and whether the government 
will pay the promised benefits if the employer cannot. Among the 
recommendations are the following:
• Audits of pension plan financial statements by independent CPAs should be 
full-scope in nature to make sure all plan investments are audited.
Currently, ERISA requirements permit plan administrators to instruct 
independent accountants not to audit assets held in certain government 
regulated entities, such as banks. At present, this authority is exercised in 
about half of the required ERISA audits. (See page 23.)
• The DOL should enhance and expand the information required in the 
Summary Annual Report (SAR) to include such fundamentals as how much 
the plan has promised to pay participants, whether the plan is currently 
funded to make good on those commitments, and whether plan benefits are 
insured by the government’s Pension Benefit Guaranty Corporation 
(PBGC). The SAR is the one document required by law to be furnished to 
employees annually by most pension plans and does not now contain this 
information.
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The AICPA followed up its 1993 effort by issuing an educational brochure for 
defined contribution plan participants. Entitled Saving for a Secure Retirement: 
How to Use Your Company's 401(k) Plan, the brochure is designed as a guide for 
Americans whose employers offer these plans. The brochure offers step-by- 
step instructions for workers to calculate how much they need to save today to 
ensure a comfortable and secure retirement.
Recent Action:
AICPA Position:
Jurisdiction:
AICPA Staff Contacts:
At the end of 1994, Congress passed the GATT world-trade pact; it included a 
variety of pension law changes, which helped fund the cost of the trade bill. 
Among them are disclosure requirements recommended in 1993 by the AICPA 
that will expand the information available to workers and retirees about the 
funding of their plans and the limits on the PBGC’s guarantee. Unfortunately, 
this law only requires such disclosure to participants in underfunded defined 
benefit plans that are insured by the PBGC. Sponsors of fully-funded plans do 
not have to comply. Nor do plan sponsors whose plans are not covered by the 
PBGC.
President Clinton reaffirmed his commitment to improving the security of 
American workers’ pensions on March 31, 1997, in a public statement in which 
he emphasized the importance of full-scope audits.
The AICPA will persist in its campaign to educate workers about their 
pensions, and supports broader adoption of its 1993 recommendations by the 
federal government either through regulation or legislation.
House Education and the Workforce. Senate Labor and Human Resources.
J. Thomas Higginbotham - Vice President, Congressional and Political Affairs 
202/434-9205
Ian A. MacKay - Director, Professional Standards and Services 202/434-9253
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Regulation of Registered 
Investment Advisers
Issue: Small investment advisers were given a temporary extension to be able to 
continue to advise pension plans under ERISA when Congress passed the 
Investment Advisers Supervision Coordination Act at the end of last Congress. 
The grace period expires in October 1998. Will this Congress make the 
extension permanent?
Why It's
Important to CPAs:
CPAs who are registered with the Securities and Exchange Commission (SEC) 
as investment advisers may be affected by the law enacted in October 1996.
Background: While investment advisers are nominally supervised by the SEC and by most 
states, both are overwhelmed by the size of the task, with more than 22,000 
investment advisers currently registered with the SEC. The reality has been 
that while investment advisers may boast of their registration with the SEC, 
the SEC has been unable to conduct active supervision of more than a fraction 
of the advisers. State securities commissioners have similarly found their 
resources spread thin. Congress has grappled with improving regulation of 
investment advisers where overlapping state and federal responsibilities prevent 
the best use of resources for adequate supervision.
Recent Action: Effective July 8, 1997, the SEC will have responsibility for supervision of 
investment advisers who advise mutual funds or who manage $25 million or 
more in client assets. Investment advisers who manage less than $25 million in 
client assets will be regulated by the states. The law gives the SEC the 
authority to exempt from state registration those advisers for whom 
registration would be “unfair” or “a burden on interstate commerce.” It also 
amends ERISA to allow state-registered advisers, as well as federally regulated 
advisers, to advise pension plans. However, the ERISA amendment, which 
allows smaller, state registered advisers to advise pension plans, expires in 
October 1998.
The law also relieves smaller advisers of some of their regulatory burden 
because it mandates that an individual state may only enforce the books, 
records, capital and bonding requirements of the state in which the investment 
adviser maintains his principal place of business. It creates a uniform federal de 
minimis registration exception from state registration for advisers with fewer 
than six clients.
AICPA Position: The AICPA was concerned that under the legislation, smaller advisers to 
ERISA plans may have to abandon these engagements if they are unable to 
remain registrants with the SEC. The AICPA discussed the ERISA issue with 
Congressional staff and the bill was amended to temporarily resolve the 
problem. The AICPA will work to enact appropriate ERISA legislation so 
that all practitioners can continue these engagements without having to be 
registered with the SEC.
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Jurisdiction: House Commerce. Senate Banking.
AlCPA Staff Contacts: J. Thomas Higginbotham - Vice President, Congressional and Political Affairs 
202/434-9205
Phyllis Bernstein - Director, Personal Financial Planning 212/596-6058
Lisa M. Dinackus - Manager, Congressional and Political Affairs 202/434-9276
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Comptroller General Vacancy
The position of Comptroller General of the United States currently is vacant. 
This is the top position at the General Accounting Office (GAO), which is 
Congress’s investigative arm.
Several CPAs are among the candidates being considered by Congress to fill the 
Comptroller slot. The AICPA advocates naming a CPA with strong 
management skills to the position, which was previously filled by Charles A. 
Bowsher, who is a CPA.
Congress will recommend at least three individuals to President Clinton from 
among which he will make his nomination. The nominee must be confirmed 
by a vote of the full Senate.
Selected Other Issues
Some of the other legislative, regulatory, and tax issues that the AICPA is 
monitoring include:
Tax Issues
• Taxation of electronic commerce
• Limited Liability Company regulatory consistency
• Tax options for revenue enhancement
Auditing and Accounting Issues
• GAAP/RAP issues
• Single Audit Act Amendments of 1996 implementation by U.S. Office of 
Management and Budget
• Federal program audit guides
Professional/Human Resource Issues
• Tax incentives for the creation of affordable, quality child care options
• Minority education incentives
Technology
• Year 2000 problem
If you would like additional details on any of these issues, please contact our
office.
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AICPA Profile
History:
Mission and 
Objectives:
The American Institute of Certified Public Accountants (AICPA) was founded 
in 1887. Its creation marked the emergence of accountancy as a profession, 
distinguished by its rigorous educational requirements, high professional 
standards, strict code of professional ethics, licensing status, and commitment 
to serving the public interest.
The AICPA is the national professional association for all certified public 
accountants in the United States. Members are CPAs from every state and 
territory of the United States, and the District of Columbia. Currently, there 
are more than 331,000 members. Approximately 45 percent of those members 
are in public practice, and the other 55 percent include members working in 
industry, education, government, and other categories.
The mission of the AICPA is to provide members with the resources, 
information, and leadership that enable them to provide valuable services in 
the highest professional manner to benefit the public as well as employers and 
clients. In fulfilling its mission, the AICPA works with state CPA 
organizations and gives priority to those areas where public reliance on CPA 
skills is most significant. To achieve its mission, the AICPA:
• Advocacy—Serves as the national representative of CPAs before 
governments, regulatory bodies and other organizations in protecting and 
promoting members’ interests.
• Certification and Licensing—Seeks the highest possible level of uniform 
certification and licensing standards and promotes and protects the CPA 
designation.
• Communications—Promotes public awareness and confidence in the 
integrity, objectivity, competence and professionalism of CPAs and 
monitors the needs and views of CPAs.
• Recruiting and Education—Encourages highly qualified individuals to 
become CPAs and supports the development of outstanding academic 
programs.
• Standards and Performance—Establishes professional standards; assists 
members in continually improving their professional conduct, performance, 
and expertise; and monitors such performance to enforce current standards 
and requirements.
Visit our web site at www.aicpa.org
AICPA
American Institute of Certified Public Accountants
